The global plague of market irrationality with its origins in Fed quantitative easing (QE) has made some people very rich. The permanence of those riches, though, depends in many instances on the right answer to a follow-up question. When should the (so far) fortunate investor exit various infected markets, and even take short positions there, before the asset price inflation disease moves on to its final deadly phase in which speculative temperatures plummet, whether in non-synchronized fashion or all at once as in a financial panic?
The plague also has impoverished and continues to impoverish many people -for example, the elderly living from the income on traditionally safe investments such as money market funds; young people looking for residential accommodation in metropolitan centres where real estate speculation has become endemic driven by stories of the incessant search for safe haven by wealthy foreigners; and households of feeble means which spend a large part of their incomes on fuel and food, both whose prices skyrocketed during the early phase of the asset price inflation when this infected commodity markets.
Fed QE rescued some people who would otherwise have suffered greatly (in terms of their financial well-being) from the end phase of the asset price inflation disease which attacked the global economy during the 2000s with its origin in the Greenspan/Bernanke Fed and its policy of "breathing in inflation" from 2003 to 2006. The massive expansion of the Federal Reserve's balance sheet in the years after the 2008 panic featuring the accumulation of mortgage backed securities and long-maturity Treasury debt on the asset side helped to limit the downward correction of real estate prices from levels reached in the previous "bubble" and indeed to promote a strong rebound in some cases.
In the absence of QE, losses in real estate would have been greater and more drawn out, inflicting great pain on landowners and lenders. The barons (unlimited partners) and other stakeholders (limited partners) in the private equity business who had amassed huge leveraged stakes in the mid-2000s were saved from a near death experience in 2008 by the launch of the Great Monetary Experiment. This rapidly spread a new disease of asset price inflation. Speculative temperatures in the markets for junk bonds issued by private equity-owned businessessoared to unprecedented levels and their underlying equity investments rebounded in value. This was truly bonanza time for private equity.
The owners of mineral wealth -and businesses involved in its extraction -enjoyed a fantastic bonanza in the early 2010s, thanks largely to Fed QE. Rental income from mineral rights is a notorious source of crony capitalism which has flourished under the Great Monetary Experiment. In the global financial industry, riches have been amassed by a range of participants -whether talented labour with the required expertise, entrepreneurs or equity owners. A chief activity has been the selling of products and services to yield hungry investors. Private equity and high-yield bonds provide the pot of gold at the bottom of the rainbow for some financial firms often in the form of vast fees from mergers and acquisitions.
Hibernation is not possible
For those on the "outside track" -not the private equity barons or the mineral wealth owners or the landlord class, for example -Fed QE and the plague which it created was nothing to celebrate. Rather, it was a source of misery, at least psychological. Wealth preservation and growth would require "active management".
Whereas under conditions of monetary stability and accompanying market efficiency, it is possible for the disciplined investor to set a passive strategy which would be very adequate for his or her aims -for example, a given percentage of the total portfolio in well diversified groups of equity alongside fixed-rate bonds, money and real estate and deciding on a long-run currency composition -this is not possible in a global plague of market irrationality. There, the investor worries about a big eventual crisis -when asset price inflation moves on to its dangerous stage -and realizes that price signals are so distorted and irrational forces so strong, that passive investment would be lazy and dangerous.
Efficient market theorists might tell the investor that it is futile to try to diagnose the various stages of asset price inflation and time market entries and exits accordingly -better to just sit tight and make sure
